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I. STATEMENT OF QUALIFICATIONS 1 

Q. Please state your name and business address. 2 

A. My name is David J. Effron.  My business address is 12 Pond Path, North Hampton, 3 

New Hampshire, 03862. 4 

 5 

Q. Have you previously submitted testimony in this docket? 6 

A. Yes.  I submitted direct testimony on July 2, 2014, marked as AG Exhibit 1.0.  My 7 

qualifications and experience are included with my direct testimony. 8 

 9 

II. INTRODUCTION AND SUMMARY OF TESTIMONY 10 

Q. What is the purpose of your rebuttal testimony? 11 

A. In this rebuttal testimony, I respond to the rebuttal testimony of North Shore Gas 12 

Company (“North Shore” or “NS”) and The Peoples Gas Light and Coke Company 13 

(“Peoples Gas” or “PGL”) witnesses, Derricks, Moy, Hengtgen, Lazzaro, Cleary, 14 

Stabile, Hans, Kupsh, Egelhoff, and Kinzle. (Collectively, North Shore and Peoples 15 

Gas are referred to as the “Companies.”)  I also update certain of my proposed 16 

adjustments to rate base and operating expenses based on the receipt of later 17 

information since the preparation of my direct testimony and on my responses to the 18 

Company’s rebuttal testimony, as contained herein.  19 

 20 
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III. REVENUE REQUIREMENT ISSUES 21 

A. RATE BASE  22 

1. Utility Plant 23 

Q. Do the Companies agree with your proposal to reduce the 2014 AMRP 24 

additions to plant in service included in Peoples Gas’ test year rate base in its 25 

direct testimony? 26 

A. No.  Mr. Lazzaro addresses this issue.  He agrees that the 2014 AMRP plant 27 

additions included in Peoples Gas test year rate base should be reduced from the 28 

balance reflected in its direct case.    NS-PGL Ex. 23.0 at 5:95-97.  However, the 29 

reduction that he proposes in his rebuttal testimony is significantly less than the 30 

adjustment that I proposed in my direct testimony. 31 

 32 

Q. Is the revised estimate of 2014 AMRP capital expenditures reflected by Peoples 33 

Gas in its test-year rate base reasonable? 34 

A. No.  In response to Data Request AG 18.03, Peoples Gas provided the actual 35 

AMRP plant expenditures in 2014 through July.  The total AMRP plant 36 

expenditures for this seven-month period were $100,076,000, which equates to 37 

$14,297,000 per month.  This translates into annual level of AMRP plant 38 

expenditures of $17,159,000.  This compares to the Peoples Gas revised forecast of 39 

$237,436,000 of 2014 AMRP capital expenditures (response to Data Request AG 40 

18.02). 41 
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  Peoples Gas also provided actual expenditures for AMRP related cost of 42 

removal in response to Data Request AG 18.03.  The actual expenditures for 43 

AMRP cost of removal for this seven month period were $9,988,000, which 44 

equates to $1,427,000 per month.  This translates into an annual level of 45 

expenditures for cost of removal of $17,122,000.  This compares to the Peoples 46 

Gas revised forecast of $34,353,000 of 2014 AMRP cost of removal (response to 47 

Data Request AG 18.02). 48 

 49 

Q. Should the balance of 2014 AMRP capital expenditures included in the Peoples 50 

Gas test-year rate base be modified? 51 

A. Yes.  The forecasted 2014 expenditures for AMRP plant and cost of removal 52 

included in the test-year rate base should be reduced to a balance that is more 53 

consistent with the actual experience in 2014 to date.  As I noted in my direct 54 

testimony, making such a reduction to the forecasted 2014 capital expenditures 55 

poses little risk to Peoples Gas.  AG Ex. 1.0 at 8:179-9:184. 56 

 57 

Q. What do you recommend? 58 

A. As noted above, based on the experience in the first seven months of 2014, the 59 

annual 2014 AMRP plant additions will be $171,559,000.  This is $65,877,000 less 60 

than the 2014 AMRP additions forecasted by Peoples Gas.  I recommend that the 61 

2014 AMRP plant additions included in the test-year rate base be reduced 62 

accordingly. 63 
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  Similarly, based on the experience in the first seven months of 2014, the 64 

annual 2014 AMRP cost of removal will be $17,122,000.  This is $17,231,000 less 65 

than the 2014 AMRP cost of removal forecasted by Peoples Gas.  I recommend 66 

that the 2014 AMRP also be adjusted to reflect this difference. 67 

 68 

Q. What is the effect of reducing the 2014 AMRP expenditures included in the 69 

2015 test-year rate base? 70 

A. The effect is to reduce the PGL 2015 test-year rate base by $72,843,000 (Schedule 71 

DJE PGL B-1), including the effect on accumulated deferred income taxes 72 

(“ADIT”).  Further, the PGL 2015 test-year depreciation expense is reduced by 73 

$2,365,000. 74 

 75 

Q. Did any other witnesses address your proposed adjustment to 2014 AMRP 76 

plant additions? 77 

A. Yes.  Mr. Hengtgen claims that I did not calculate the adjustment in my direct 78 

testimony properly because I make my “derivative adjustments to depreciation 79 

expense and the balances of accumulated depreciation and ADIT by using ratios 80 

and percentage relationships.” NS-PGL Ex. 22.0 at 11:251-253.   Ms. Moy also 81 

makes reference to Mr. Hengtgen’s criticisms in her rebuttal testimony but does 82 

not present any additional criticisms herself.    NS-PGL Ex. 21.0 at 13:261-274. 83 

 84 

Q. Does Mr. Hengtgen offer any relevant criticisms of your methods in his rebuttal 85 

testimony? 86 
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A. No.  Mr. Hengtgen has not asserted any bias in my methods, nor has he cited any 87 

under or over-statement of any of my derivative adjustments to depreciation 88 

expense, accumulated depreciation, or ADIT.  As the adjustment to 2014 AMRP 89 

plant additions entails an adjustment to forecasts, it necessarily requires judgment 90 

and estimates.  The question is not whether the derivative adjustments are perfect, 91 

but rather whether they are reasonable.  I believe that the derivative adjustments 92 

were reasonably quantified based on the information available at the time, and Mr. 93 

Hengtgen has not provided any evidence that they are not.  In any event, the 94 

adjustment I am now presenting in this rebuttal testimony has been simplified and 95 

does not employ the ratios and percentages that Mr. Hengtgen found to be so 96 

objectionable.  For example, I now calculate the depreciate adjustments using the 97 

applicable depreciation rates, as Mr. Hengtgen states is appropriate.  I have also 98 

prorated the adjustment to the accrual of ADIT in 2015, which addresses the 99 

“particular concern” expressed by Mr. Hengtgen on that matter. 100 

 101 

Q. Does Ms. Egelhoff agree with to your testimony that your proposed adjustment 102 

to 2014 AMRP plant additions poses little risk, if any, to Peoples Gas? 103 

A. No.  She disagrees and states that “it is in the best interest of the customers and 104 

Peoples Gas to estimate the 2014 QIP related additions that will be included in the 105 

revenue requirement set in this proceeding as accurately as possible.”  NS-PGL 106 

Ex. 29.0, at 26:555-557. 107 

 108 

Q. Do you have a response? 109 
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A. Yes.  I agree that the 2014 QIP related additions that will be included in the 110 

revenue requirement set in this proceeding should be estimated as accurately as 111 

possible.  That is the intent of the adjustment that I proposed above. 112 

  Ms. Egelhoff also presents an “AdjNetQIP” in Rider QIP that “could be a 113 

negative value (if the actual 2014 QIP amounts are less than the QIP related 114 

amounts approved in rate base) or a positive value (if the actual 2014 QIP amounts 115 

are greater than the QIP related amounts approved in rate base)” in her rebuttal 116 

testimony.  She goes on to explain that “if AdjNetQIP is negative, the Rider QIP 117 

S% in 2015 would be negative until the QIP placed in service in 2015 equals the 118 

absolute value of the AdjNetQIP. Thus, customers are protected if the QIP amount 119 

in rate base is overstated.”  NS-PGL Ex. 29.0, at 25:540-546. 120 

  The “AdjNetQIP” described by Ms. Egelhoff appears to address the 121 

problem of the potential for over-recovery if the actual 2014 additions are less than 122 

the Peoples Gas forecast (without any risk of under-recovery if the actual 2014 123 

additions are greater than the forecast) identified in my direct testimony.  124 

Nevertheless, I am continuing to propose an adjustment to the forecast of 2014 125 

AMRP plant additions in the spirit of “estimating the 2014 QIP related additions 126 

that will be included in the revenue requirement set in this proceeding as 127 

accurately as possible.” 128 

 129 
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2. Cost of Removal 130 

Q. Did the Companies respond to your proposed adjustment to the Peoples Gas 131 

depreciation reserve related to the 2014 and 2015 forecasts of expenditures to 132 

remove and retire plant in service? 133 

A. Yes.  Mr. Lazzaro presented rebuttal testimony regarding the cost of removal for 134 

non-QIP projects in 2014 to date.    NS-PGL Ex. 23.0 at 5:108-6:117. 135 

 136 

Q. Are you modifying the proposed adjustment in your testimony based on Mr. 137 

Lazzaro’s rebuttal testimony? 138 

A. Yes.  The cost of removal for non-QIP projects in 2014 through June appears to be 139 

consistent with Peoples Gas’ forecasted cost of removal for non-QIP projects in 140 

2014 and 2015.  Therefore, I am no longer proposing to adjust Peoples Gas’ 141 

forecasts of the cost of removal for non-QIP projects in 2014 and 2015.  142 

 143 

3. Retirement Benefits - Net 144 

Q. Have you updated your adjustment to the Retirement Benefits – Net based on 145 

the rebuttal testimony of Ms. Hans? 146 

A. Yes.  My summary of adjustments to rate base in this rebuttal testimony reflects the 147 

updates addressed in the Companies’ rebuttal testimony.  My adjustments are based 148 

on the average 2015 test year balances. 149 

 150 
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4. ADIT-NOL 151 

Q. Did the Companies respond to your proposed adjustment to modify the 152 

deferred tax asset related to net operating loss (“NOL”) carry-forwards? 153 

A. Yes.  Mr. Stabile criticized the methods that I used in my direct testimony to 154 

calculate my adjustment.  NS-PGL Ex. 25.0 at 5:99-9:178.  However, he also 155 

provided an update to the forecasted utilization of the available NOLs in 2014.  156 

Based on this update, the Companies are now projecting zero balances for the NOL 157 

deferred tax assets in the 2015 test year.  Id. at 4:72-74, 5:95-97.  As the Companies 158 

are now reflecting a zero balance for NOLs in the 2015 test year, the adjustments 159 

that I proposed in my direct testimony are no longer relevant, and I have not 160 

reflected any such adjustments in my calculation of the Companies’ rate bases in this 161 

rebuttal testimony. 162 

 163 

B. OPERATING EXPENSES 164 

1. Test Year Employees 165 

Q. Did the Companies respond to your proposal to reduce the NS and PGL 166 

forecasts of the number of employees in the 2015 test year? 167 

A. Yes.  Mr. Kinzle responded to my proposed reduction to the NS 2015 forecasted 168 

employee level, and Mr. Lazzaro responded to my proposed reduction to the PGL 169 

2015 forecasted employee level. 170 

   171 
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Q. Does Mr. Kinzle agree with your proposed reduction to the NS 2015 forecasted 172 

employee level? 173 

A. No.  He states that North Shore intends to hire additional people in 2014 and 2015 174 

and that the intent to hire these additional employees renders my proposed 175 

adjustment moot.    NS-PGL Ex. 32.0 at 3:52-4:76. 176 

 177 

Q. Has he established that your proposed adjustment is inappropriate? 178 

A. No.  I do not dispute that North Shore will he hiring new employees from time to 179 

time.  At the same time, other employees will be retiring or leaving for other 180 

reasons.  My proposed adjustment reflects a 2015 test year employee level of 166.  181 

Based on the response to Data Request NS AG 16.06, the actual number of North 182 

Shore employees in June and July of 2014 was 164.  This is actually lower than the 183 

number of employees in the earlier months of 2014 and two fewer than the number 184 

of employees than I reflected in my adjustment.  Thus, not only is the North Shore 185 

employee complement not showing any growth, but the latest number of 186 

employees has actually declined from earlier levels.  If anything, the adjustment 187 

that I am proposing to the North Shore forecast of 2015 employees is conservative. 188 

 189 

Q. Does Mr. Lazzaro agree with your proposed reduction to the NS 2015 190 

forecasted employee level? 191 

A. No.  Similar to Mr. Kinzle, he states that Peoples Gas has taken measures to fill 192 

remaining open positions and that these measures render my proposed adjustment 193 

moot.    NS-PGL Ex. 23.0 at 9:181-11:227. 194 
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 195 

Q. Has Mr. Lazzaro established that your proposed adjustment is inappropriate? 196 

A. No.  Again, I do not dispute that Peoples Gas will he hiring new employees from 197 

time to time.  However, as with North Shore, other employees will be 198 

simultaneously retiring or leaving for other reasons.  For example, Mr. Lazzaro 199 

notes that Peoples Gas hired 21 utility workers in April 2014.  NS-PGL Ex. 23.0 at 200 

9:198.  However, the number of Peoples Gas employees decreased from 1,304 201 

employees in March 2014 to 1,298 employees in April 2014 and then to 1,297 202 

employees in May 2014 (response to Data Request PGL AG 16.09). 203 

 204 

 Q. Are you updating your proposed adjustment to the Peoples Gas forecasted test 205 

year employee complement? 206 

A. Yes.  Based on the Companies’ response to Data Request PGL AG 16.09, there 207 

were 1,323 Peoples Gas employees in June 2014 and 1,315 Peoples Gas 208 

employees in July 2014.  The average number of employees for these months was 209 

1,319.  I recommend that the PGL 2015 test-year payroll expense be adjusted to 210 

reflect 1,319 full time equivalent employees.  My proposed adjustment to the PGL 211 

test-year employee complement reduces the forecasted test-year operation and 212 

maintenance expense by $1,904,000 and related payroll taxes by $129,000 213 

(Schedule DJE PGL C-1). 214 

  215 
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2. Medical Benefits 216 

Q. Did the Companies respond to your proposed adjustments to forecasted test 217 

year medical benefits? 218 

A. Yes.  Ms. Hans responded to my proposed adjustments to forecasted test year 219 

medical benefits.  She offers several criticisms of my proposed adjustments, but 220 

offers no substantive justification for the magnitude of the increases being forecasted 221 

by the Companies, other than to say that the forecasts are based on estimates from 222 

the Companies’ actuaries.  NS-PGL Ex. 26.0 at 11:233-236.  As I noted in my direct 223 

testimony, North Shore is forecasting an increase in medical benefits of 52% from 224 

2013 to 2015, Peoples Gas is forecasting an increase of 43% over that two year 225 

period, and a 31% increase is forecasted for their affiliate, Integrys Business 226 

Services (“IBS”), in those two years.  AG Ex. 1.0 at 18:389, 19:427, 28:612.  Ms. 227 

Hans offers no explanation of any factors or trends that could reasonably account for 228 

increases of those magnitudes.  Ms. Hans describes the process for calculating 229 

medical benefits expenses (id. at 11:237-243), but she does not explain why the 230 

excessive increases should be incorporated into the determination of test year 231 

medical benefits expenses 232 

  The only objective criticism of my proposed adjustment that Ms. Hans offers 233 

is that I have not taken into account employee increases since 2013 Id. at 11:244-234 

12:250. 235 

 236 

Q. Have you modified your proposed adjustments to forecasted test year medical 237 

benefits? 238 
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A. Yes.  I have modified my adjustments to incorporate employee increase from 2013 239 

to 2014 for Peoples Gas on my Schedule DJE PGL C-2, and I have also modified 240 

my adjustment to IBS medical benefits charged to Peoples Gas on my Schedule DJE 241 

PGL C-3.  As I explained above, there has been no increase in the North Shore 242 

employee complement since 2013, and, therefore, no modification of my proposed 243 

adjustment to the North Shore test-year medical benefits expense is necessary.  244 

Further, even though there has been a slight increase in the number of IBS 245 

employees in 2014 over 2013, there has been no increase in the IBS labor expense 246 

allocated to North Shore in 2014.  As benefits expense should follow the labor 247 

expense, I am not reflecting any increase in IBS medical benefits charged to North 248 

Shore. 249 

  On my Schedule DJE PGL C-2, I have adjusted the projected increase in 250 

Peoples Gas benefits to reflect an increase of the employee complement of 1.8% in 251 

2014 over the employee complement in 2013.  On my Schedule DJE PGL C-3, I 252 

have adjusted the projected increase in IBS medical benefits charged to Peoples Gas 253 

to reflect an increase of 1.4% above the wage rate related increase in labor charged 254 

from IBS to Peoples Gas, as described below.  255 

 256 

Q. Ms. Hans proposes that the employee medical benefit costs be updated for the 257 

2015 test year using the actuarial estimates when they are available.  Is this 258 

reasonable? 259 

A. It is reasonable if the estimates are reasonable.  However, if the actuarial estimates 260 

continue to forecast excessive increases from the actual medical benefits expenses in 261 
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2013, those actuarial estimates should not be automatically accepted, and the 262 

Companies should be required to provide adequate justification for the magnitude of 263 

the increases being forecasted.  Until the Companies present a reasonable updated 264 

actuarial forecast, the test-year medical benefits costs should be reduced. 265 

 266 

3. IBS O&M Cross-Charges 267 

Q. Do the Companies agree with your proposed adjustments to IBS O&M cross 268 

charges? 269 

A. No.  Ms. Kupsh responds to my proposed adjustments to IBS O&M cross charges 270 

other than incentive compensation.  She disagrees with the adjustments that I 271 

proposed in my direct testimony.  NS-PGL Ex. 27.0 at 3-7.  Ms. Cleary responds to 272 

my testimony on incentive compensation cross charged from IBS to North Shore 273 

and Peoples Gas.  Although she does not agree with my proposed adjustments to 274 

incentive compensation, she does not contest them, in acknowledgement of how 275 

similar costs have been treated by the Commission in recent cases.  NS-PGL Ex. 276 

24.0.  As the Companies have incorporated adjustments to incentive compensation 277 

into the determination of the revenue requirements in their rebuttal testimony, I am 278 

not reflecting any adjustments to their position on this issue in my rebuttal testimony 279 

 280 

 a. Labor and Benefits Expenses 281 

Q. Why does Ms. Kupsh disagree with your proposed adjustments to IBS cross 282 

charged labor expenses? 283 
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A. She cites three reasons why she disagrees with my proposed adjustments.  First, she 284 

states that I do not allow for increased services provided to Peoples Gas and North 285 

Shore from IBS.  Second, she states that I have not considered increased full time 286 

equivalent employees (“FTEs”) at IBS.  Third, she states that I have not considered 287 

shifts in the allocation percentages based on utility inputs.  Id. at 3:52-4:75. 288 

 289 

Q. Are these valid reasons to reject your proposed adjustments to IBS cross 290 

charged labor expenses? 291 

A. No.  I agree that I did not explicitly address each if those factors in my direct 292 

testimony.  However, I did look at the actual increases in IBS cross charged labor 293 

from 2012 to 2013 and the IBS cross charged labor in the available months in 2014 294 

compared to the corresponding period in 2013.  To the extent that the factors cited 295 

by Ms. Kupsh actually affected the IBS cross-charged labor expenses, the effects 296 

of those factors are implicitly included in the actual expenses in 2013 and 2014 to 297 

date.   Ms. Kupsh does not explain why actual increases in IBS cross charged labor 298 

expenses have so far been significantly less than the increases forecasted by the 299 

Companies. 300 

  As I noted in my direct testimony, the cross-charged labor expense to North 301 

Shore in the first four months of 2014 was actually less than the expense in the 302 

corresponding period in 2013, and the cross-charged labor expense to Peoples Gas 303 

increased in the first four months of 2014 over the corresponding period in 2013, but 304 

at a lower rate than the increase forecasted.  AG Ex. 1.0 at 22:478-480, 23:511-514.  305 

Based on the response to Data Request NS AG 16.04, the cross-charged labor 306 
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expense to North Shore in the first six months of 2014 was still less than the expense 307 

in the corresponding period in 2013.  The cross-charged labor expense to Peoples 308 

Gas in the first six months of 2014 was 5.19% greater than the expense in the 309 

corresponding period in 2013, only 1.4% more than the increase related to changes 310 

in wage rates.  Regardless of the underlying reasons for the increases in cross 311 

charged labor being forecasted by the Companies, those increases are not taking 312 

place. 313 

 314 

Q. Have you modified your either of your proposed adjustments to IBS cross 315 

charged labor? 316 

A. Yes.  As the actual increase in cross-charged labor expense to Peoples Gas in the 317 

first six months of 2014 was slightly greater than the increase related solely to wage 318 

rate changes, I am now using the actual six-month increase of 5.19% to project the 319 

cross-charged labor expense for 2014 and 2015.  I am now proposing a reduction of 320 

$3,851,000 to labor cross changed from IBS to Peoples Gas.   As the cross-charged 321 

labor expense to North Shore in the first six months of 2014 was less than the 322 

expense in the corresponding period in 2013, I am not modifying my proposed 323 

adjustment to cross-charged labor expense to North Shore. 324 

 325 

Q. Why does Ms. Kupsh disagree with your proposed adjustments to IBS cross-326 

charged benefits expenses? 327 

A. She explains that the 2013 actual allocation percentages and the forecasted 2015 328 

allocation percentages that I relied on in my direct testimony to quantify my 329 
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proposed adjustments were not stated on comparable bases.  Using comparable 330 

bases, the actual allocation percentage for North Shore in 2013 would be 6.2%, 331 

rather than 5.7%, and the actual allocation percentage for Peoples Gas in 2013 332 

would be 37.4%, rather than 34.1%.    Id. at 4:80-5:103. 333 

 334 

Q. Is this a valid criticism? 335 

A. Yes.  The actual percentage allocation factor in 2013 should be calculated on a 336 

basis consistent with the calculation of the allocation factor for the 2015 test year.  337 

I have modified my calculation of the adjustment to the 2015 IBS cross-charged 338 

benefits accordingly. 339 

 340 

 b. Postage Expense 341 

Q. Why does Ms. Kupsh disagree with your proposed adjustments to postage 342 

expense? 343 

A. She claims that I have not allowed for increases in volume, such as increases related 344 

to Integrys Customer Experience (“ICE”) related volume.    Id. at 5:104-6:111. 345 

 346 

Q. Do you have a response? 347 

A. Yes.  As I noted in my direct testimony, the forecasted 2015 postage expense for 348 

NS represents an increase of 38% over the actual postage expense of $648,000 in 349 

2013, and the forecasted 2015 postage expense for PGL represents an increase of 350 

20% over the actual postage expense of $4,170,000 in 2013.  AG Ex. 1.0 at 31:682-351 

686.   Ms. Kupsh cites factors that could potentially increase postage in volume, but 352 
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she does not show how such increases in volume would lead to the magnitude of 353 

increases reflected by the Companies in their forecasts of 2015 test-year postage 354 

expenses.  In effect, Ms. Kupsh appears to be claiming that the projected increases 355 

are reasonable because that is what the Companies forecasted.  Unless the 356 

Companies can better detail and document the forecasted increases in postage 357 

expenses, I continue to believe that my proposed adjustments are reasonable. 358 

 359 

 c. Legal Expense 360 

Q. Why does Ms. Kupsh disagree with your proposed adjustments to North Shore 361 

legal expenses? 362 

A. She states that the legal services budgets are based on consultation between the 363 

business team and the legal department and that the 2015 budget is based upon 364 

assumptions regarding the expected demands and requirements of North Shore for 365 

legal services, as well as reasonable forecasts of the costs of those services.   NS-366 

PGL Ex. 27.0 at 6:112-120. 367 

 368 

Q. Is this adequate justification for North Shore’s forecast of the 2015 test year 369 

legal expense cross-charged from IBS? 370 

A. No.  This is a no more than a description of the process that is used to forecast legal 371 

expenses.  The forecast of 2015 test year legal expenses represents an increase of 372 

61% over the actual legal expense of $383,000 in 2013.  Ms. Kupsh offers no 373 

explanation of the factors that could even potentially cause an increase of this 374 

magnitude.  The forecast of North Shore’s cross charged legal expenses from IBS 375 
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should be modified.  The Commission should adopt my proposed adjustment 376 

outlined in my direct testimony (AG Ex. 1.0 at 32:712-715) to use an average of 377 

actual legal expense for 2012 and 2013. 378 

 379 

 d. Return on Assets (“ROA”) and Depreciation 380 

Q. What is Ms. Kupsh’s criticism of your proposed adjustment to forecasted 2015 381 

ROA and Depreciation related to the ICE program that will be cross-charged 382 

from IBS to NS and PGL? 383 

A. She claims my calculations are inaccurate and inappropriate. 384 

 385 

Q. Do you have a response? 386 

A. Yes.  Ms. Kupsh claims that my calculations are “inaccurate” (NS-PGL Ex. 27.0 at 387 

6:127), but she does not cite any errors or inconsistencies in my calculations.  I 388 

understand that Ms. Kupsh disagrees with my proposed adjustments, but that does 389 

not mean that my calculations are erroneous. 390 

  Ms. Kupsh asserts that my proposed adjustments are inaccurate because they 391 

ignore forecasted expenditures and plant- in-service activity.  Id. at 6:128.  In fact, to 392 

the extent expenditures and plant in service activity have actually affected the cross 393 

charges for ROA and depreciation on the ICE project, such factors are implicitly 394 

incorporated into the adjustments that I am proposing.  The Companies are 395 

forecasting substantial increase in the ROA and depreciation on the ICE project, but 396 

so far, based on the actual experience in 2014, there is little evidence that such 397 
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increases are actually taking place.  AG Ex. 1.0 at 33:727-737.  In my opinion, this 398 

actual experience should not be ignored. 399 

  The Companies have now provided updates of the actual ROA and 400 

depreciation on the ICE project in 2014 through June (response to Data Request AG 401 

16.13), and these updates show little change in the rate of expense from the first four 402 

months of 2014.  Based on the actual experience in the first half of 2014, the 403 

annualized ICE ROA and depreciation from IBS to North Shore is $124,000, and the 404 

annualized ICE ROA and depreciation expense from IBS to Peoples Gas is 405 

$652,000.  This compares to forecasted expenses of $1,378,000 to North Shore and 406 

$7,263,000 to Peoples Gas for the 2015 test year. 407 

  Ms. Kupsh claims that the only accurate measures for the ICE ROA and 408 

depreciation expenses are the Companies’ forecasted 2015 test-year expenses.  NS-409 

PGL Ex. 27.0 at 7:133-134.  However, the actual experience does not provide any 410 

indication that the actual level of expenses is increasing to anything like the level 411 

of expenses forecasted by the Companies.  Unless the Companies can come up 412 

with some better explanation than that the only relevant reality is their forecasts, 413 

then the ICE ROA and depreciation expenses included in test year operation and 414 

maintenance expense should be modified. 415 

 416 

Q. Have you updated your proposed adjustments to ICE ROA and depreciation 417 

expenses? 418 

A. Yes.  I have updated my adjustments based on the actual expenses for the six months 419 

ended June 30, 2014.  On Schedule DJE NS C-4, I have now calculated a reduction 420 
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of $1,254,000 to 2015 test-year ICE depreciation/ROA allocated from IBS to NS.  421 

On Schedule DJE PGL C-4, I have calculated a reduction of $6,611,000 to 2015 422 

test-year ICE depreciation/ROA allocated from IBS to PGL.  I would note that the 423 

updates based on additional information in 2014 do not result in significantly 424 

different annualized levels of expenses for the adjustments proposed in my direct 425 

testimony. 426 

 427 

 e. Other Non-Labor ICE Expenses 428 

Q. Does Ms. Kupsh offer a similar criticism of your proposed adjustment to 429 

forecasted 2015 other non-labor ICE expenses that will be cross charged from 430 

IBS to NS and PGL? 431 

A. Yes.  Again, she claims my calculations are inaccurate and inappropriate.  Id. at 432 

7:141-142. 433 

 434 

Q. And do you have a similar response? 435 

A. Yes.  Again, Ms. Kupsh does not cite any errors or inconsistencies in my 436 

calculations, but instead claims that I ignore forecasted operation and maintenance 437 

expenses for ICE.  Id.  I have not ignored the forecasts of operation and maintenance 438 

expenses for ICE.  Rather, it is my position that other non-labor ICE expenses are 439 

not increasing as forecasted.  The Companies are forecasting substantial increases in 440 

the non-labor ICE expenses, but once again there is little evidence that such 441 

increases are actually taking place.  As with the ROA and depreciation on the ICE 442 

project, I believe that this actual experience should not be completely ignored. 443 
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  The Companies have now provided updates of the actual expenses in 2014 444 

through June (response to Data Request AG 16.13).  These updates show little 445 

change in the rate of expense from the first four months of 2014.  Based on the 446 

actual experience in the first half of 2014, the annualized non-labor ICE expenses 447 

from IBS to North Shore is $252,000, and the annualized non-labor ICE expenses 448 

from IBS to Peoples Gas is $1,352,000.  This compares to forecasted expenses of 449 

$1,504,000 to North Shore and $9,058,000 to Peoples Gas for the 2015 test year. 450 

  Ms. Kupsh claims that the only accurate measures for the non-labor ICE 451 

expenses are the Companies’ forecasted 2015 test year expenses.  Id. at 7:148-149.   452 

However, the actual experience does not provide any indication that the actual 453 

level of expenses is increasing to anything like the level of expenses forecasted by 454 

the Companies.  Unless the Companies can come up with some better explanation 455 

than that the test-year expenses will be whatever they forecast they will be, then 456 

the other non-labor ICE expenses included in test year operation and maintenance 457 

expense should be modified. 458 

 459 

Q. Have you updated your proposed adjustments to the non-labor ICE? 460 

A. Yes.  I have updated my adjustments based on the actual expenses for the six months 461 

ended June 30, 2014.  On Schedule DJE NS C-4, I have now calculated a reduction 462 

of $1,252,000 to 2015 test-year non-labor ICE expenses allocated from IBS to NS.  463 

On Schedule DJE PGL C-4, I have calculated a reduction of $7,706,000 to 2015 464 

test-year ICE depreciation/ROA allocated from IBS to PGL.  Again, it should be 465 

noted that the updates based on additional information in 2014 do not result in 466 
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significantly different annualized levels of expenses from those presented in my 467 

direct testimony. 468 

 469 

Q. Are there any other reasons why the Companies’ forecasted increases in 470 

ROA/depreciation and other non-labor ICE expenses might be considered to be 471 

speculative? 472 

A. Yes.  As I noted in my direct testimony, on June 23, 2014, the acquisition of Integrys 473 

Energy Group, Inc. (“Integrys”) – the parent of North Shore and Peoples Gas - by 474 

Wisconsin Energy Corp. was announced.  That announcement made reference to 475 

“operational and financial benefits” that are “clear, achievable and compelling” and 476 

states that the transaction will be “accretive to Wisconsin Energy's earnings per 477 

share in first full calendar year after closing,” with anticipated closing for the 478 

merger in the summer of 2015.  In his rebuttal testimony, Mr. Derricks did not 479 

dispute the potential for “operational and financial benefits” but, rather, cites 480 

uncertainties regarding the closing of the transaction.  NS-PGL Ex. 17.0 at 10:163-481 

172. 482 

  I agree that it is not 100% absolutely certain the acquisition of Integrys by 483 

Wisconsin Energy Corp. will close exactly as planned.  However, based on 484 

experience, I believe it is more likely than not that the acquisition will take place.  485 

Assuming that the acquisition does close, it would seem that the increased costs 486 

associated with the ICE project would be a likely target for the “operational and 487 

financial benefits” referenced in the announcement of the acquisition, in that the 488 

savings could be achieved by simply avoiding increases in expenses rather than 489 
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having to eliminate expenses that are already being incurred.  The increases 490 

associated with the ICE ROA/depreciation and other non-labor expenses are by no 491 

means certain to the extent that they should be incorporated into 2015 test year 492 

operation and maintenance expenses. 493 

 494 

IV. SUMMARY 495 

Q. Based on the updates in your rebuttal testimony, what revenue deficiencies or 496 

excesses have you now calculated? 497 

A. I have calculated jurisdictional rate base of $219,789,000 and pro forma jurisdictional 498 

operating income under present rates of $14,478,000 for North Shore.  Based on Staff’s 499 

recommended rate of return of 6.32% as shown on ICC Staff Exhibit 3.0, Schedule 500 

3.01, North Shore presently has an operating income deficiency of $585,000, which 501 

translates into a revenue excess of $981,000 under present rates (Schedule DJE NS A). 502 

  I have calculated jurisdictional rate base of $1,675,542,000 and pro forma 503 

jurisdictional operating income under present rates of $82,948,000 for Peoples Gas.  504 

Based on Staff’s recommended rate of return of 6.55% as shown on ICC Staff 505 

Exhibit 3.0, Schedule 3.01, Peoples Gas presently has an operating income 506 

deficiency of $26,743,000, which translates into a revenue deficiency of 507 

$45,522,000 under present rates (Schedule DJE PGL A). 508 

  My revenue requirement calculations do not take any explicit account of the 509 

“operational and financial benefits” that may result from the acquisition of Integrys 510 

by Wisconsin Energy Corp.  As I noted above, it would seem that the substantial 511 

increases to expenses associated with the ICE ROA/depreciation and other non-labor 512 
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ICE expenses would be a likely target for realization of such “operational and 513 

financial benefits” because these benefits could be achieved by avoiding increases in 514 

expenses rather than having to eliminate expenses that are already being incurred.  515 

More generally, the other adjustments to expenses that I have addressed above also 516 

relate to mitigation of expense increases being forecasted by the Companies.  Given 517 

that mergers and acquisitions frequently result in decreases to expenses, the expense 518 

increases being forecasted by the Companies seem especially speculative in the 519 

circumstances, as the merger should enable the Companies to, at a minimum, avoid 520 

such increases.  It is also well within the realm of reason that the operational and 521 

financial benefits could extend well beyond the avoidance of expense increases and 522 

result in decreases to operating expenses presently being incurred. 523 

  In my direct testimony, I noted that the merger announcement of June 23, 524 

2014 described the “operational and financial benefits” as “clear, achievable and 525 

compelling,” and I stated that the Companies should describe and quantify the 526 

expected operational and financial benefits of the proposed merger.  Rather than 527 

comply with this request, the Companies only cite uncertainties regarding the 528 

closing of the proposed transaction.  NS-PGL Ex. 17.0, at 10:163-172. 529 

  The merger is forecasted to close in the summer of 2015.  The inability or 530 

unwillingness of the Companies to quantify the operational and financial benefits 531 

calls into question the reliability of the forecasted costs for 2015, the test year in this 532 

case and the first year that the rates established in this case will be in effect.  It is 533 

entirely possible that the merger will generate cost savings well beyond the 534 

mitigation of the expense increases that I have addressed.  In effect, the Companies 535 
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are asking the Commission to base rates on costs that may not comport with the 536 

post-merger reality.  Given the uncertain effects of the merger, the Commission 537 

should question whether any rate changes are appropriate at this time. 538 

 539 

Q. Does this conclude your rebuttal testimony? 540 

A. Yes. 541 


